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A YEAR AFTER THE PANIC OF 1907. 

SUMMARY. 

Was it, or was it not, an economic crisis of the first magni- 
tude? 186. — ^Popular explanations of its cause, 190. — The financial 
■world on the eve of the panic of 1907, 192. — Situation of Europe, 
and warnings of European observers, 194. — Communities outside of the 
United States which encountered a financial crisis in 1907, 202. — 
Economic conditions which have followed the episode, 206. 

With a full year elapsed since the panic of 1907 reached 
its crisis among this country's financial markets, its bank- 
ing institutions, and its productive industries, it ought 
to be possible to obtain an insight into the nature of that 
economic event such as could not easily have been obtained 
when the phenomena of the crisis itself surrounded us. 
In order to grasp their true significance, episodes of this 
large scope must be studied in the light not only of causes, 
but of consequences, and consequences sometimes unfold 
themselves very slowly. So good an economic authority 
as Mr. Carroll D. Wright declared, shortly after the Octo- 
ber convulsion of the markets, that "the recent financial 
flurry cannot be dignified by the designation 'financial 
panic.'" Mr. Andrew Carnegie gave it as his opinion, at 
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about the same time, that, under our present industrial 
methods, disturbances of the sort were bound to be more 
frequent than of old, and recovery from the effect of them 
more rapid. This seemed to suggest that the panic of 
1907 was not altogether a financial panic of the old-time 
sort. Mr. Carnegie's diagnosis was pronounced after the 
panic itself had broken out. It contrasted a little oddly 
with the assertions freely made by eminent bankers, dur- 
ing the five or six years before 1907, and, in particular, 
during the period which followed our speedy recovery 
from the Stock Exchange disturbances and slight indus- 
trial disorganization of 1903. The opinion then enter- 
tained by these practical banking experts, as the writer 
had occasion to learn from personal conversation, was 
that "aggregation of banking resources" and "co-ordina- 
tion of industry" had, between them, created a new 
economic situation, where old-fashioned financial and 
commercial panics, such as those of 1893, 1873, and 1857, 
would be no longer possibilities. 

These various utterances suggest, then, the first point 
in our present inquiry. Was the panic of 1907 what econo- 
mists call a commercial panic, an economic crisis of the 
first magnitude? Or was it, like what Wall Street tradi- 
tion describes as the "Northern Pacific panic" of 1901, 
the "Boer War panic" of 1899, and the "rich men's 
panic" of 1903, simply and solely a readjustment of over- 
done speculation on the Stock Exchange ? There is at this 
distance of time only one answer to make to this question: 
The panic of 1907 was a panic of the first magnitude, and 
will be so classed in future economic history, along with 
such financial episodes as the crises of 1893, 1873, 1857, 
and 1837. The characteristics which distinguish a panic 
of that character from those smaller financial convul- 
sions and industrial set-backs which are of constant occur- 
rence on speculative markets, are five in number: First, 
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a credit crisis so acute as to involve the holding back of 
payment of cash by banks to depositors, and the momen- 
tary suspension of practically all credit facilities. Sec- 
ond, the general hoarding of money by individuals, through 
withdrawal of great sums of cash from banks, thereby 
depleting bank reserves, involving runs of depositors on 
banks, and, in this country, bringing about an actual 
premium on currency. Third, such financial helplessness, 
in the country at large, that gold has to be bought or bor- 
rowed instantly in huge quantity from other countries, 
and that emergency expedients have to be adopted to 
provide the necessary medium of exchange for ordinary 
business. Fourth, the shutting down of manufacturing 
enterprises, suddenly and on a large scale, chiefly because 
of absolute inability to get credit, but partly also because 
of fear that demand from consumers will suddenly disap- 
pear. Fifth, fulfilment of this last misgiving, in the shape 
of abrupt disappearance of the buying demand through- 
out the country, this particular phenomenon being pro- 
longed through a period of months and sometimes years. 
Some of the above-enumerated phenomena are pecuhar 
to American financial disturbances. Taken as a whole, 
however, they may fairly be described as the ear-marks 
of all great panics. They will be recognized as the dis- 
tinguishing marks of our own crisis of 1837; of London's 
panic of 1844; of the financial troubles of 1857, here and 
abroad; of the so-called " Overend-Gumey panic " of 1866 
in London and of 1873 and 1893 in this country. They were 
not present here in such financial disturbances as those 
of 1903 and 1901. They were visible only in part in what 
is still called our panic of 1884, and they did not appear 
at all in the historic crisis known as "Black Friday" in 
1869. It is doubtful if, measured by the tests prescribed, 
even London's "Baring panic" of 1890, landmark as it 
undoubtedly was in the world's financial movement of 



188 QUARTERLY JOURNAL OF ECONOMICS 

the period, can be placed in the same category with our 
panic of 1907. For the panic of 1907 displayed not one or 
two of the characteristic phenomena just set forth, but all of 
them. Summarizing briefly the whole episode of 1907 and 
its sequel, this is what happened. 

There was a general run of depositors on the banks, with 
one day (October 24) of almost complete suspension of 
credit in the great financial markets. There followed the 
abandonment, by practically all banking institutions in 
the United States, of the requirements of cash in payment 
of debit balances between banks at the Clearing House; 
the consequent issue by the New York banks, to carry 
out such mutual exchanges, of $101,060,000 Clearing House 
loan certificates, as against $41,490,000 in 1893; continu- 
ance of this emergency expedient at the Clearing House 
during twenty-two weeks, as compared with a duration 
of only nineteen weeks in 1893, there being involved, first 
and last, a total issue by all the country's banks, in this 
or other forms of emergency currency, of $238,053,175 
as against an estimated $69,111,000 in 1893. In the next 
phase of the panic crisis there was witnessed hoarding, by 
the public, of a sum in actual cash estimated by the United 
States Treasury at $296,000,000; a deficit at New York, 
below the 25 per cent, reserve required by law against 
banking deposits, of $54,103,000, as against a maximum 
deficit of $16,545,000 in 1893; partial suspension of cash 
payments to depositors, by banks in nearly all business 
centers in the United States, was a further sequel; a pre- 
mium on currency, paid in bank checks at numerous 
cities, which rose as high as 4 per cent, and which lasted 
for two months, as against a duration of only one month 
in 1893; import of $100,000,000 gold from foreign markets 
within two months, on the greater part of which a 3 percent, 
premium was paid by banks, and a portion of which im- 
port came with exchange on London at 4.91, a rate at 
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which we should normally have been exporting gold in 
quantity. Not only did commercial failures in the coun- 
try increase 719 in number during October and November, 
as compared with the two preceding months, and $185,000, 
000 in Uabilities, but in the first half of 1908 their number 
was 7,562 and their liabilities $179,000,000, as compared 
with 4,792 and $77,000,000 respectively in the same half 
of 1907. With this came shrinkage in volume of general 
trade, a month or two after the panic, to barely 25 per 
cent, of what it had been before, and a subsequent period 
of depression, which left the volume of actual business a 
year after the panic day not much more than 50 per cent, 
of the magnitude done prior to the panic. 

We know, then, where its salient phenomena must rank 
the panic of 1907, in comparison with other great economic 
convulsions of history. But this does not help us in our 
inquiry as to the real economic significance of the episode. 
Not least among the obstacles to a clear understanding 
of an event of this nature is a tendency, very natural but 
extremely misleading, to consider the panic as a phenome- 
non pecuUar to a single market or a single coimtry. There 
are occasions when a serious financial disturbance may 
rightly be thus delimited. The formidable collapse on the 
New York Stock Exchange in May, 1901, was one of them. 
Speculation and overdone promotion in New York were 
the obvious causes. Other markets had no hand in pre- 
cipitating trouble through disturbances of their own, 
and the New York collapse was not repeated on any other 
market. We shall see in a moment to what extent this 
was or was not true of our panic of 1907, and the facts 
to be brought forth in that regard should be of high im- 
portance in determining the true nature of the episode. 
For, if we should find that the so-called New York panic of 
1907 was in reaUty only one phase of the world-wide phe- 
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nomenon, that grave disturbance of credit developed on 
remote financial markets, even before a panic was talked 
of in America, and that the shock was felt in localities 
with which American finance has no connection, — then it 
would follow, first, that the cause of disturbance must 
have been something not peculiar to New York or to 
America, and, second, that we must look very far beyond 
the borders of the United States to study the consequences. 

In order to clear the way, let us now first look at what 
may be called the popular theories as to the reason for 
the crisis in this country. Twelve months ago, people who 
were asked what caused the panic of 1907 answered in one 
of three ways. It was caused by President Roosevelt's 
activities in restraint of certain great corporations. It 
was caused by reckless and unsound banking in New York 
City, discovery of which precipitated a run of depositors. 
Or it was caused by the defects of our American currency 
system. Now there is something to say for each of these 
arguments. The Administration's pursuit of great cor- 
porations, which had overstepped their legal rights, might 
conceivably have been disturbing to capital, — not less so 
when the Railway Rate Law was followed by the Stand- 
ard Oil prosecution, with Judge Landis's extraordinary 
$29,000,000 fine, and by Attorney-General Bonaparte's 
equally remarkable statements as to the sentiments of the 
prosecution. Similarly, there can be no doubt that reck- 
less banking had created a vulnerable situation, in New 
York particularly, and there is ground for the argument 
that the rigidity of our circulating bank-note system, 
combined with our very unfortunate system of piling up 
the Treasury's surplus in cash at Washington, deprived a 
market, where trade and speculation were expanding 
rapidly, of the facilities which might have rendered its 
position easier. 

But to prove that certain incidents might have caused 
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the panic is not to prove that they did cause it, and in 
the case of these three arguments it is necessary to look 
a httle closer. When the so-called "Roosevelt argument" 
is examined in the light of the record, we find, in the first 
place, that the Hepburn Railway Rate bill was enacted in 
February, 1906. Its enactment, if one is to Judge from 
the unanimity with which the President's railway oppo- 
nents have ascribed the panic to it, should instantly have 
been followed by withdrawal of foreign capital from our 
railway industries and by wholesale liquidation of such 
investments by the great American capitalists. What 
followed, on the contrary, was, in the first place, such an 
excess of confidence in our investments on the part of 
European money-lenders that almost all reasonable and 
traditional restraint was abandoned in the advancing of 
European money to the great railway operators who were 
dominating Wall Street. I was personally informed by 
practical banking experts of the highest standing, in 
three European capitals during the summer of 1906, that 
the credit of the American market, which was then raising 
funds abroad in unprecedented quantity to speculate for 
the rise in American railway shares, was practically un- 
limited. The facilities thus provided were used to the 
full. Instead of realizing on the investments which they 
declared to be jeopardized through President Roosevelt's 
activities, certain railway managers, who were as active 
in Wall Street speculation as they were in transportation 
matters, started a speculation for the rise during August, 
1906, which reached such proportions as to alarm the whole 
conservative community. That is to say, the adminis- 
trative and legislative action which is presumed to have 
been a cause of panic was in the immediate sequel followed 
by enthusiastic confidence, by increased credit faciUties, 
and by imbridled speculation for the rise. The Standard 
Oil verdict of Judge Landis, which was handed down a 
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year later, was rendered when the train of events which, 
as we now can see, led directly to the panic of 1907, was 
already producing results on the whole world's money 
markets. 

Again, in the matter of reckless banking methods, it is 
to be remembered that the unsound banking prevalent 
in New York at the time of the 1907 collapse was nothing 
new. It had prevailed, in aggravated form, during at least 
six years. Its existence was no secret from the commu- 
nity at large. As long ago as 1903 the dangers of the 
position created by the inadequate trust company reserves, 
the imperfect restrictions of the law, and the venturesome 
practices of these companies in the investment of demand 
deposits, had been pointed out by the New York Clearing 
House Committee, and their conclusion had been empha- 
sized by the point-blank refusal of the Associated Banks 
to clear checks any longer for such trust companies as 
would not submit to the prescribed reform in those direc- 
tions. The trust companies had refused to yield. The 
public, therefore, certainly had no excuse for ignorance as 
to the situation. When, on the other hand, one considers 
banking practices in general, he should recall that the other 
evils which were brought to light in connection with the 
1907 panic, — notably misuse of bank deposits for promo- 
tions and speculations by bank officers, — had existed, in 
still more flagrant form, at as distant a date as 1901. Sub- 
sequent investigations, in connection with the life insur- 
ance and other scandals, give us a pubhc record of the fact 
that there was not one abuse in banking methods which 
contributed to the troubles of 1907 that did not exist half 
a dozen years before. There were, in fact, many abuses, 
notably those of manipulation of life insurance funds and 
use of trust company fimds for syndicate operations on 
the stock market, which were rife at the early period, 
and which by 1907 had largely ceased to exist. 
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People who ascribe the panic of 1907 to an imperfect 
currency system and inadequate currency laws are likely 
to refer to a striking statement made by Mr. Jacob H. 
Schiff in the first few days of 1906, when call money went 
to 60 per cent, on the Wall Street market. Mr. Schiff 
then declared, in a speech to the Chamber of Commerce, 
that unless the currency system, under which such rates 
for money were possible, was reformed, we should have "a 
panic in this country compared with which the three 
which had preceded it would look hke child's play." But, 
even granting the singular accuracy of Mr. Schiff's predic- 
tion, one is still compelled to ask exactly how the inelas- 
ticity of the circulating bank-note system could have itself 
caused trouble which resulted clearly from so enormous 
an expansion of loans, chiefly through Wall Street specu- 
lation, that cash reserves in bank, among which bank-notes 
cannot be included, were inadequate to sustain it. The 
truth is, there has been great confusion of mind in dis- 
cussing the currency as a possible cause of the recent panic. 
Currency was no doubt a highly contributory cause for the 
panics of 1873 and f 893. That was because the currency 
itself at those periods was unsound, warning off foreign 
capital and stimulating excited home speculation. But 
no one, even among the most energetic opponents of the 
present currency system, has ventured the statement that 
the outstanding bank-note currency, on the eve of the 
panic of 1907, was in any true respect unsound. It was 
not depreciated, there was never any chance of its depre- 
ciation, and no individual ever refused to accept it, as 
occasionally happened in 1893 and 1857, through fear of 
impending depreciation. 

If, then, we have reasonably disposed of what may be 
called the theories of a domestic origin pure and simple, 
for the panic of 1907, it will naturally be in order to in- 
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quire what were the larger causes; and the scope of such 
an inquiry will lead us at once to the foreign markets, or 
rather, perhaps, to the money markets of the world at 
large, considered as one financial organism. A very cur- 
sory review of the two years preceding the panic of 1907 
will estabhsh some striking facts which bear directly on 
the question of the credit collapse of 1907. We shall find 
that, beginning about the middle of 1905, a strain on the 
whole world's capital supply and credit faciUties set in, 
which increased at so portentous a rate during the next 
two years that long before October, 1907, thoughtful men 
in many widely separated markets were discussing, with 
serious apprehension, what was to be the result. 

This discussion was no more confined to the American 
community than were the events which inspired it. The 
salient phenomena of the period referred to were: first, 
an extraordinarily violent and extraordinarily general 
enhancement of prices for all sorts of commodities and 
securities; second, a demand for capital, through issue 
of new securities, almost unprecedented in the history of 
the world; third, and as a natural consequence of the two 
other phenomena, a scarcity of floating capital and a 
tightening of money rates, on both American and Euro- 
pean markets, which brought those rates to heights very 
rarely reached in the history of the several markets. It 
should be observed that all three of these phenomena were 
plainly visible, in such shape as to challenge the attention 
of the world, at least one year, and in some cases much 
longer, before the Wall Street panic of October, 1907. 

First, as to the advance in commodity prices. Several 
standard compilations are periodically made of the aver- 
age of these prices. I shall select, as most convenient, 
the so-called index number of the London Economist. At 
the end of 1904 this index number stood at 2136. When 
the downward movement of commercial prices through- 
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out the world reached its lowest point of the generation 
past, in the middle of 1897, this same index number had 
stood at 1885. In June, 1907, at the culmination of a 
progressive and almost uninterrupted enhancement, it 
reached 2G01. Now a little study of these figures will show 
that the rate of advance, during the two and a half years 
from the end of 1904 to the middle of 1907, was vastly 
more rapid than the rate of advance in the seven and a 
half preceding, — this in spite of the fact that the rise of 
commodity jK-ices in the first two or three years of the 
twentieth century was described at the time as sensational. 
Comparing thc> index number for the end of 1904 with 
that for the middle of 1897, we shall find an advance of 
13| per cent. Comparing the number for the middle of 
1907 with that for the end of 1904, we shall find the rise 
for that second period was no less than 21f per cent. Put- 
ting the matter in another way, on the basis of units, the 
increase in the index number, from 1897 to 1904 inclusive, 
was 251 points; from 1904 to 1907 inclusive, it was 465 
points. That is to say, the average prices of commodities 
advanced nearly twice as far during the second period, 
which was less than half as long as the period from 1897 
to 1904. 

It will, perhaps, be asked exactly what bearing this rise 
in the average price of commodities has on the supply 
of capital and the I'atc^ for money. This ((ucstion has been 
so clearly answered by Mr. Cornells Rozenraad, in an ad- 
dress dcilivered on March 6, 1907, before thc^ London Insti- 
tute of Bankers, that I cannot do better than to (juote his 
presentation of the case: — 

Everywhere the commercial interests of the nations have be- 
come more and more predominant; everywhere it has become more 
and more evident that commerce is the greatest of all interests; 
everywhere the nations endeavor to turn to account the produce 
of the soil, employing steam and electricity to develop their indus- 
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try, to establish relations with unexplored regions of the globe, 
to secure their share of the world's trade. Everything is in mo- 
tion; railways, steamers, factories, harbors, docks, and the past 
year has been one of the most brilliant periods in the history of 
commerce, as will be seen by the following figures relating to the 
imports and exports of the principal commercial nations, compared 
with those of 1905:— 

Imports Increase or Per 

1906. decrease. cent. 

Great Britain .... £607,987,893 +£42,967,967 = 7.6 

Germany 416,962,550 +45,149,400 =12.1 

France 209,177,000 +8,020,680 = 4.2 

Austria-Hungary . . 85,366,666 —4,545,834 = 5.0 

Belgium 123,022,000 +6,625,040 = 5.7 

Italy 96,963,793 +14,380,845 =17.4 

Russia 63,011,200 +6,090,700 =10.7 

Spain (11 months) . . 31,982,356 +2,562,567 = 8.7 

United States .... 264,212,800 +28,341,031 =12.0 

Exports. 

Great Britain .... £375,672,913 

Germany 312,186,750 

France 201,746,600 

Austria-Hungary . . 87,512,500 

Belgium 97,647,280 

Italy 73,434,085 

Russia 106,117,800 

Spain (11 months) . . 36,621,896 

United States .... 359,621,400 

Great Britain re-exports 1906 £85,163,386 

Great Britain re-exports 1905 77,798,386 

Increase £7,364,865 

It is evident that so gigantic a development of trade and indus- 
try could not fail to have a marked influence upon the position of 
the International Money Market. In proportion as commerce and 
industry increased, not only did the price of raw materials, wages, 
etc., begin to rise, but there was also a greater demand for money, 
larger credits were required, the issue banks had to discount more 
bills, to issue more notes. 



h£45,856,299 


=13.9 


+20,005,900 


= 6.9 


+7,071,920 


= 3.6 


—2,825,000 


= 3.1 


+9,941,000 


=11.3 


+4,197,518 


= 6.1 


+9,917,800 


=10.3 


—7,043,273 


=16.1 


+34,223,400 


=10.5 
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At first, however, their discount rate was not much affected by 
those demands. It remained moderate for some time. For if 
money was constantly required for trade purposes, for the construc- 
tion of numerous new railways, tramways, harbors, and for the 
building of new ships, on the other hand the ever-increasing arrivals 
of gold from the Transvaal, Australia, etc., enabled the issue banks 
to maintain a gold reserve sufficient for their increased liabilities. 
But when, besides the constant expenditure of money in distant 
quarters of the globe, added to the remittances that had to be made 
to the United States, Egypt, the Argentine RepubUc, etc., for 
wheat, cotton, and other produce, Europe had also, to a certain 
extent, to finance America and to remit gold to Rio de Janeiro in 
connection with the currency reform planned by Brazil, the posi- 
tion of the principal issue banks was continually weakened. 

Especially in September, when the export of gold from this coun- 
try reached the large total of £8,337,000, it became evident that 
the requirements of trade were much greater than in former years, 
and that, in consequence of the continual rise in the price of raw 
materials, articles of consumption, wages, etc., more capital was 
needed, while the issue banks had to face unusually large demands 
for discounts and advances, involving an increase in their circula- 
tion at the very time when their gold reserves began to decrease. 
... All these operations had to be liquidated by London, which 
was made responsible for the stringency that took place, while, 
in fact, Lombard Street was hquidating, to a great extent, the 
liabilities contracted elsewhere in connection with the above opera- 
tions and, in a far lesser degree, her own. 

It will be observed that Mr. Rozenraad's figures and 
conclusions were not only based upon the events of 1905 
and 1906, and upon events which happened largely out- 
side of the American continent, but were presented to his 
hearers seven months before the panic of October, 1907. 
Other European economists were dealing with the same 
question, then and shortly afterward, from a slightly 
different point of view. In the same month of March, 
1907, M. Leroy-BeauUeu, the well-known French econo- 
mist, discussed frankly the signs of a possible impending 
crisis on the world's money markets. After describing 
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the nature of the demands on capital which had been made 
through new issues of securities, he declared in the Econo- 
miste Frangais: — 

All this series of appeals to capital was bound to end by running 
beyond the world's annual savings and the available supply of 
capital outstanding. There is a formula well known to the econo- 
mic school of the middle of the Nineteenth Century; it is, that capi- 
tal limits industry. This formula has doubtless been often dis- 
puted, and has given rise to many adverse interpretations; but it 
has much basis of truth. Development of industry is limited by 
the available supplies of capital and more generally by the sum 
total of annual savings. 

We do not believe that we are face to face with a crisis likely 
to be as severe and as prolonged as the crises of 1882 and 1890. 
It does not foUow that the United States and Germany are about 
to fall into profound and prolonged depression. These countries 
possess elements of prosperity which wiU not disappear, merely 
because of being for the moment held in check. But however 
this may be, it is evident enough that the Americans must postpone 
at least one half of the colossal projects which they have had in 
view. Such a reduction would be forced upon them by the simple 
reason that there is not in the whole world a sufKcient number 
of available billions to supply the United States with such gigantic 
sums. The policy of retrenchment and retraction thus imposes 
itself upon the entire world. 



Endeavoring to illustrate, in a subsequent article 
published in June, 1907, exactly the meaning of the above 
forecast, M. Leroy-Beaulieu declared further: — 

The growing industrial states, particularly the new countries, 
are at this moment demanding more capital than the whole world 
has accumulated recently, or is accumulating to-day. From this 
fact follow two consequences: first, that the users of this capital 
have to pay more for it in the shape of a higher interest rate ; sec- 
ond, that they will be compelled to postpone, or extend for several 
years, many of the enterprises on which they had decided and for 
which they had already made preparations. 
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Under these conditions, there has been inevitably some check 
to the marvellous expansion of industry which has been going 
on for two years past. Markets, industry and finance must in 
a measure reduce their scale of prices and, in some proportion, 
the price of raw material must come down. 

Still later, writing two months before the American 
panic of 1907, the same writer indulged in some interest- 
ing estimates of the annually accruing capital in the com- 
mercial nations of the world, and in a further calculation, 
derived chiefly from new issues of securities, of how far the 
demands presented in the preceding year or so had equalled 
or exceeded that accumulation. His conclusion was: — 

The civilized world, so far as it can be reckoned up, provides 
$2,400,000,000 in available capital annually for investment in 
securities; it is asked in 1906 to provide $3,250,000,000; there 
was a demand, in America at any rate, for even more than its 
part of the above estimate to be provided during 1907. But the 
world has not got it; therefore it cannot provide it. Add to this 
the effect of catastrophes such as the San Francisco and Valparaiso 
earthquakes, which cost something like $200,000,000, and you 
will have a perfectly clear explanation of the existing crisis, the 
rise in the interest rate and the fall of investment securities. The 
truth is, nations, quite as well as individuals, have reached the 
point where they must limit their undertakings to the possibilities 
of the case; that will be done, if not willingly, then by force of 
events. 

M. Lcroy-Beauheu's inference, it may be added, was 
that the strain would relax automatically; that money 
would remain in strong demand for a couple of years more, 
and that gradually a normal situation would return. He 
did not allow for the possibihty of such a crash as actually 
occurred, which would accomplish in a few months the 
readjustment to which he allotted a term of years. But 
very few other people, even two months before the panic 
of October, would have judged the matter any differently. 
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It now remains to show exactly what were the conditions 
on home and foreign markets which called forth these note- 
worthy analyses and predictions. In 1905 the issues of 
new securities on the London market footed up £167,187,- 
000, compared with £123,000,000 the year before and with 
£108,463,000 in 1903. The figure for 1905 exceeded any- 
thing recorded in the London market's history since the 
wild promotion era which immediately preceded, and 
directly caused, the so-called "Baring panic" of 1890. 
In the United States the story was similar. In the two 
years 1905 and 1906, $872,000,000 in new bonds, not 
issued to replace old securities, were listed on the New 
York Stock Exchange, whereas, even in the extravagant 
promotion period of 1900 and 1901, the total was only 
$367,000,000. Of stocks the increase was not so rapid, 
and the grand total feU substantially below the record of 
1901, new stocks listed in 1906, for instance, footing up 
$237,000,000 as against $429,000,000 in 1901. But this 
showing is inconclusive from the fact that, long before 
1906 had reached its end, the capacity of the American 
money market to absorb new stock and bond issues had 
approached the point of exhaustion, and railroads and in- 
dustrial companies alike were borrowing enormous sums 
on two and three year notes, paying high rates of interest. 
The total of such securities, issued during the twelve 
months before the panic of 1907, was between $250,000,000 
and $350,000,000. It may be observed that these issues 
were themselves in a sense a sign of a credit crisis, yet 
that they long preceded the outbreak of what is popularly 
called the 1907 panic. 

The third consideration, to which I need advert only 
briefly, is the condition of the foreign money markets them- 
selves during the two years before the October panic. 
The following table, giving bank rates at the various 
European centers on the last day of December, in 1904, 
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1905, 1906, and 1907, will graphically illustrate the change 
which came over these various markets during the period: — 



Berlin . . . 

London . . . 

Paris . . . 

Switzerland . 

Denmark . . 

Vienna . . . 

New York * . 



It will be seen that the Bank of England rate had reached 
6 per cent, before the close of 1906, whereas the 6 per cent, 
rate had not been touched at all at that institution in the 
sixteen preceding years, except during the financial crisis 
of the Boer War of 1899 and during the London panic of 
November, 1890. With both the Bank of England and 
the Bank of Germany the reflection of a serious strain, 
during the period preceding the panic of 1907, was as pro- 
nounced in its way as it was in the statement of the same 
period by the New York Associated Banks. In the fifteen 
years prior to 1905 the New York banks have been forced 
to allow their cash reserves to run below the legal ratio 
of 25 per cent, to deposits only during the London panic 
of 1890, our own panic of 1893, the Boer War crisis of 1899, 
and for one week at the height of the speculation in 1902. 
Beginning, however, with the autumn of 1905, such defi- 
cits were reported in two weeks of that year and in five 
weeks of 1906. It was pointed out as a highly significant 
fact that in 1906 these so-called "deficit periods" at New 
York occurred in April, in September, and in November, 
thus showing the crisis to be not temporary, but continu- 
ous. 

' Hate tor call money on the Stock Exchange. 
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Having now surveyed the general conditions which pre- 
vailed in the whole financial and economic world during 
the two-year period preceding our panic of 1907, it will 
naturally be inquired exactly to what extent markets out- 
side of our own suffered an actual collapse of credit, such as 
New York and the United States at large sustained in the 
last months of 1907. In this regard the record is extremely 
instructive, and it is a record which has been altogether 
too much ignored in writings on the subject; for the ten- 
dency of people, especially in business life, is, as I have 
said already, to take it for granted, in a time of serious 
crisis, that the catastrophe is pretty much confined to their 
own particular market or community. The opening of 
1907 found at least half a dozen communities outside the 
United States in a condition almost precisely resembling 
our own. It is not even true that the New York market 
was the first to pass into actual financial and commercial 
crisis. 

After the period of acute strain began in January, 1907, 
the Egyptian markets fell into outright panic during April. 
The situation then prevaiUng was thus described in the 
Alexandria correspondence of the London Economist: — 

The financial crisis threatening Egypt since January culminated, 
at the beginning of the present week, in a deadlock from which it 
seemed impossible for the market to extricate itself. Piles of 
shares were waiting to be sold, though the market was so satiated 
with paper that the offer of threescore shares in any security 
sent down quotations whole points. It was equally difficult at one 
time to buy. It was well known that a number of small houses 
were tottering, and when the crisis became most acute, one of 
these firms suspended payments. 

A "hoarding panic" followed, which was broken only 
by instantaneous shipment of $3,000,000 gold from Lon- 
don. "The consequences of the crisis," said the chair- 
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man of the Bank of Egypt, at the shareholders' annual 
meeting later on, "was felt not only by the persons imme- 
diately concerned in the speculative business which had 
been going on, but by all other undertakings in Egypt." 
The gambling spirit, Lord Rathmore further explained, 
had been in land and shares; "people were apparently 
mad ; T do not know what other word to use ; they seemed 
to think that every company that came out was worth 
double its value before it had even started business." 
In May of 1907, runs of depositors at the Egyptian capital 
began, and one of the important banks was compelled 
to close its doors. The situation was epitomized by an 
important Egyptian financier in these words: "We have 
been working beyond our means, by using capital 
which was not ours." 

This, it will be observed, occurred four months before 
the outbreak of the panic in New York. At almost 
exactly the same time, and on the other side of the world, 
the Japanese market was similarly falling into panic. 
The review of the year, given by the Governor of the 
Bank of Japan a good while afterwards to the share- 
holders of that institution, thus described the episode : — 

From the second half of the preceding year (1906) when the 
fever of enterprise rose high, and when various causes contrib- 
uted to aggravate it, men of judgment had already begun to look 
askance at this state of affairs. But as there were no means to 
check the trend of public feeling, it continued. To our deep 
regret, nevertheless, in May and June some banks were compelled 
to suspend payment because, the root of their trouble being deep 
seated, no means of getting efficient succor were available. 

On October 17, a week before the New York panic, 
there occurred in Hamburg what a correspondent of the 
London Economist described as "the biggest financial 
disaster that had overtaken the city since 1857." This 
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was the failure of the powerful banking house of Haller, 
Soehle & Company. A few weeks later this same corre- 
spondent continued the story: "Since the first severe 
shock to credit was experienced here some weeks ago, 
in the downfall of Messrs. Haller, Soehle & Company, 
it was fully expected that many other firms would feel 
the strain of 8 per cent, and 10 per cent, money almost 
to breaking point, and, indeed, suspensions of important 
commercial and industrial firms have since then multi- 
plied, both here and in other parts of Germany." 

So much for the record of panics, of greater or less magni- 
tude, occurring in other markets during 1907 and before 
our own. Those which we have enumerated occurred, 
it will be noticed, in Europe, in Asia, and in Africa, — a 
fairly world-wide distribution. It was left for the next, 
a very serious panic, to occur in yet another continent. 
In October, almost simultaneously with our own New York 
crisis, there broke out a panic of the first magnitude in 
Chile. Weakened, no doubt, by the Valparaiso earth- 
quake of August, 1906, the Chilean market had been rais- 
ing a signal of distress ever since its own wild speculation 
had culminated. For Chile, too, had been plunging into 
speculation and promotion. The British consul at Val- 
paraiso wrote to his government as early as 1905: "The 
only apparent factor that restricts operations in all direc- 
tions is the scarcity of labor; wages and salaries have risen 
greatly and continue to rise, as all employers are on the 
lookout for workers. As money became more plentiful, 
the price of provisions rose and money became more ex- 
pensive." The capital which was thus being so freely 
spent was borrowed, and the accumulating indebtedness 
of Chile was reflected, long before the actual outbreak in 
panic, by a fall in the exchange rate from 13| pence per 
peso, which itself was far out of line with parity, to 12 in 
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the early days of October and to 8i before the year was 
over. This amounted practically to depreciation of the 
currency. It was followed by a run on the Chilean banks 
and by complete disorder in business circles at Santiago 
and Valparaiso, by the failure of the large Mobiliario 
Bank of the first of these cities, and by a banking crisis 
which was reported to have inspired an effort at relief 
by the Chilean government, through issue of short-dated 
Treasury bonds to the threatened institutions, — a curious 
imitation of our own government's abortive procedure in 
November. 

And to this array of instances where the world-wide 
financial crisis of 1907 struck with great violence other 
markets than our own may, perhaps, be added the expe- 
rience of Holland. Reviewing, in a subsequent annual 
report, the year's history in that market, the president of 
the Bank of the Netherlands remarked that in 1907: — 

we anticipated great difficulties wfien we found that the strin- 
gency in the international money markets, the peculiar character 
of which was described in our former reports, not only continued 
without abatement, but even ultimately assumed a still sharper 
character. . . . The course of affairs in the provinces caused us 
almost insistent anxiety and exertion. There a serious feature of 
the prevailing crisis, namely, the continuous falling price of Ameri- 
can shares and other securities, caused the failure of many firms 
and banks which had been hitherto considered as thoroughly 
sound. 

It may be said that this Ust fairly sums up the markets 
where the crisis of 1907 caused actual financial break- 
down; for the so-called panics in Genoa before our Octo- 
ber troubles, and in Copenhagen afterward, were due to 
peculiar causes, — a tangle over Stock Exchange relations 
with the Italian pubhc authorities in the one case, and a 
heavy defalcation by a trusted promoter of large enterprises 
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on the other. Yet even these episodes were undoubtedly 
aggravated and brought to a head by the conditions which 
caused genuine panic in other localities, and the list as 
it stands gives abundant proof of how mistaken is that 
view which assumes that the American difficulties made up 
the whole history of the year's troubles, and how exceed- 
ingly superficial are the popular explanations, derived from 
American prejudice, to which I have already referred. 
The case simply was that the crisis affected the world at 
large, part of the world passing through the acute stage 
before our own markets did. It is equally true, as I have 
shown, that the causes of the entire episode were world- 
wide in their scope. The truth of the matter is that the 
strain on the financial world was of so severe a character 
that it was bound to result in a break in the chain of credit, 
wherever the link was weakest or wherever the strain was 
greatest. The Hnk was weakest, no doubt, in markets 
such as Egypt and Chile: the strain was incalculably great- 
est in New York, where credit had been so grossly abused, 
and where inflation of prices had prevailed on such a scale 
of magnitude as to render the situation, despite the 
country's immense resources, more vulnerable than that 
of any other in the long chain of connecting markets. 

What actually happened, then, in the episodes which 
economists will hereafter describe as the financial and 
economic crisis of 1907, was the fulfilment of M. Leroy- 
Beaulieu's prediction, but in a different way from what 
the author of that prediction anticipated. A great com- 
munity, and at times the world at large, may do exactly 
what the individual business man will do in a period of 
speculative excitement and over-confidence, — commit it- 
self so deeply to a heavy burden of demand Uabihties that 
credit facilities are no longer available. With an indi- 
vidual there are two possible familiar sequels to such a state 
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of things, — gradual liquidation, which shall eventually 
restore the equiUbrium between assets and UabiUties, or a 
sudden sharp plunge into insolvency. Somewhat the same 
alternative presents itself to financial and industrial mar- 
kets. The French economist was right in foreshadowing 
compulsory readjustment of the whole world's debt, trade, 
speculation, prices: he did not allow for markets which 
could not await the process of deliberate liquidation. 

Nations Uke England and France, which at no time dur- 
ing 1907 suffered from actual financial panic, have never- 
theless been compelled, along with nations which shared 
in outright panic, to readjust their financial and industrial 
affairs. I have already shown how the Economist's index 
number of commodity prices, after rising from 1,885 in 
the middle of 1897 to 2,136 at the end of 1904, further 
advanced to 2,601 in June, 1907. From that great height 
the monthly compilation (based, let it be observed, on 
prices in Enghsh markets) had descended to 2,414 at the 
end of October, to 2,360 at the end of 1907, to 2,263 at the 
end of March, 1908, and to 2,168 at the end of last August, 
from which level there has been a slow recovery. In 
other words, average prices of commodities on the world's 
markets lost, in the fourteen months between June, 1907, 
and September, 1908, nearly all of the 21 per cent, en- 
hancement scored in the great industrial "boom" between 
1904 and the middle of 1907. This downward tendency 
was most marked — as it should have been, in reaction from 
over-exploiting of industry — in the raw material of manu- 
facture. Thus iron decUned on the New York cash mar- 
ket from $26 per ton in January, 1907, to $16.75 in May, 
1908; copper from 25i cents a pound in March, 1907, to 
12i cents in October of the same year; tin from $44.47^ in 
May, 1907, to $25.70 in December; lead from 6i cents 
in February, 1907, to 3| in December. 

This fall in prices of commodities from their previous 
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extravagant heights was an immediate consequence of 
suddenly diminished consumption the world over. In 
the process of contraction it was natural that the United 
States should lead, both because the crisis itself was more 
severe in this country than in any other, and because we 
had outstripped all other communities in our previous com- 
mercial extravagances. During the first ten months of 
1908 our merchandise import trade decreased $319,000,- 
000 from 1907, or no less than 26 per cent., and even our 
exports, despite enormous shipment of wheat to meet 
Europe's shortage, fell off $109,000,000. But Great 
Britain's merchandise imports for the same period also 
decUned llj per cent, from 1907, and its exports 12J per 
cent., the total shrinkage in both classes of trade being 
no less than $231,000,000. France notoriously passed 
through the panic period more completely unscathed than 
any other nation. It had, indeed, held back cautiously 
from participation in the speculative craze of 1905 and 
1906. Yet even with France, merchandise imports de- 
creased $21,800,000, or 2^ per cent., in the first ten months 
of 1908, while exports feU off 6J per cent., almost the whole 
of the $60,000,000 shrinkage occurring in export of manu- 
factures. In Germany, during the nine first months of 
the present after-panic year, merchandise imports de- 
creased $102,000,000, or 6i per cent., and exports $18,000,- 
000, or If per cent. These are perhaps dry details, but 
they tell the story of the reaction from the strain de- 
scribed by Mr. Rozenraad, through the process foreshad- 
owed by M. Leroy-Beaulieu, more graphically than it 
could be shown in any other way. 

It is a striking fact that even these drastic reductions 
have not brought international trade to a level much, 
if any, lower than that of 1904, just before the epoch of 
world-wide industrial inflation and speculation had its 
beginning. The sequel to the process of reaction has been 
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a slow but steady recuperation from the crisis of 1907 
in nearly all great states. It is probably true, indeed, 
that this process of recovery has been more rapid than in 
the twelvemonth after either of our two last great panics, 
1893 and 1873. Egypt, perhaps, of all the markets which 
were subjected to actual panic, has the poorest account to 
make of itself. The chairman's report to the Anglo- 
Egyptian Bank's shareholders' meeting in London, this 
past November, makes the significant assertion that in 
Eg3T)t "values of urban and suburban lands and proper- 
ties must still be considered quite nominal." Elsewhere 
improvement has been fairly continuous during 1908, 
tho industrial activity, and what the markets call pros- 
perity, are still very far behind what was witnessed in 1906. 
At the present writing, December, 1908, iron production in 
the United States is 28 per cent, below the corresponding 
month in the active year 1906, the Steel Corporation's 
output is less than 60 per cent, of capacity, and general 
trade does not average three-fourths of normal volume. 
When, however, one recalls that in the United States the 
period of "after-panic hard times," following the crisis 
of 1893, was not really ended until 1897; that trade de- 
pression, after our panic of 1873, was fairly continuous 
until 1878; that in England genuine revival did not come, 
after the "Baring panic" of 1890, until 1895, nor, after 
the panic of 1866, until 1871, — it may fairly be concluded 
that the process of recuperation, in the present instance, 
has gone forward at a gratifying pace. 

The danger — if danger there be — lies in the chance of 
our markets taking too much for granted, and proceeding 
with ambitious plans of industrial expansion when the 
consuming community is not ready to sustain it. This 
blunder was made, with highly unfortunate results, within 
two years of the July panic of 1893. A favorable turn 
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in our Treasury's position at the opening of 1895, through 
a contract with a banking syndicate to prevent gold ex- 
ports and impairment of the government's gold reserve, 
happened to coincide with a period when merchants' 
shelves and yards were almost bare of goods. Leaping 
to the inference that the hour of another "trade boom" 
was at hand, manufacturers proceeded at once to increase 
production and to mark up prices, — iron, for instance, 
rising in less than six months from $9 per ton to $12, and 
weekly output, at American foundries, from 158,000 tons 
in April to 217,000 in November. A general chapter of 
speculation followed; but, being based on erroneous ideas 
regarding the real condition of this and other countries, 
it ended by inflating imports and curtailing exports, re- 
versing the foreign exchanges, breaking down the protec- 
tive measures against gold shipments, and loading mer- 
chants' shelves with goods which could not be marketed, 
and the pressure of which had a hand in the profoundly 
discouraging trade of 1896. 

To draw an analogy between the present situation and 
that of 1895 would not be safe. In the existing economic 
position there are elements of strength, financial and indus- 
trial, which did not exist in 1895. Nevertheless, the sudden 
and violent return of the fever of speculation, especially 
on the stock markets of 1908, is not an altogether reassur- 
ing sign. The salient phenomena of the year, in the 
United States, have been not only the genuine and per- 
sistent optimism of the business community, — that was 
exhibited in 1874 as well, — but an obstinate determina- 
tion, on many markets, to see things as they are not; 
to insist that the pace of recovery is more rapid than the 
trade statistics prove it to be ; and to assume, on repeated 
occasions, that the wild "trade boom" of 1906 is about 
to be resumed. 

This tendency found its complete expression in that 
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extraordinary novelty of this after-panic year, known 
as the "Sunshine movement" and embodied in the "Pros- 
perity League," the basis of whose organized action was 
to persuade the community that, if they believed them- 
selves to be prosperous, they would be prosperous; whose 
methods were illustrated by the fixing, by resolution, of 
an arbitrary date as "Re-employment Day," and whose 
theories were expressed by the public advice of the presi- 
dent of a city branch: "Let the people resume business 
the way they were doing twelve months ago, start every- 
thing with a hurrah, and we will forget all about the panic 
in a day or two. ' ' 

It hardly need be said that the business community 
did not adopt this sage counsel. But the Stock Exchange 
did, and the extravagances of the first half of November — 
under the somewhat simple illusion that Mr. Taft's elec- 
tion had somehow created a new industrial situation — 
showed at least some signs of a similar spirit in certain 
walks of trade. The truth regarding the industrial his- 
tory of 1908 is that reaction in trade, consumption, and 
production, after the panic of 1907, was so extraordinarily 
violent that violent recovery was possible without in any 
way restoring the actual status quo. At the opening of 
the year, business in many lines of industry was barely 
28 per cent, of the volume of the year before: by mid- 
summer it was still only 50 per cent, of 1907; yet this 
was astonishingly rapid increase over the January record. 
Output of the country's iron furnaces on January 1 was 
only 45 per cent, of January, 1907: on November 1 it 
was 74 per cent, of the year before; yet on September 
30 the unfilled orders on hand, reported by the great 
United States Steel Corporation, were only 43 per cent. 
of what were reported at that date in the "boom year" 
1906. 

The great volume of idle capital and idle bank reserves 
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has explained a good part of the Stock Exchange's extrava- 
gant speculation. With the surplus reserve of the New 
York Associated Banks up to $65,000,000 at the end of 
August, — a surplus never but once exceeded in the market's 
history,^and with money lending on two months' time 
banking in Wall Street, at so nominal a rate as 2 per cent., 
the groundwork of stock speculation for the rise was 
obvious. But thoughtful people could not well ignore 
the fact that the idle bank reserves, like the idle labor 
of the day, were themselves a sign and symptom of 
industrial reaction, and were apt themselves to disap- 
pear in the face of genuine trade recovery. 

That, however, is a matter for the future. The fact 
of genuine and encouraging progress towards a normal 
state of things is already well established. That progress 
I have shown, moreover, to have been achieved through 
attacking the true cause of the crisis of 1907. That cause 
was not an imperfect American currency, nor "President 
Roosevelt," nor even, primarily, unsound banking prac- 
tices at New York, but the extravagant over-exploiting 
of capital and credit throughout the industrial world. 

Alexander D. Noyes. 
New Yokk City. 



